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16 A bank may also net positions in deposi-
tory receipts against an opposite position in
the underlying equity or identical equity in
different markets, provided that the bank in-
cludes the costs of conversion.

17 A portfolio is liquid and well-diversified
if: (1) It is characterized by a limited sensi-
tivity to price changes of any single equity
issue or closely related group of equity
issues held in the portfolio; (2) the volatility
of the portfolio’s value is not dominated by
the volatility of any individual equity issue
or by equity issues from any single industry
or economic sector; (3) it contains a large
number of individual equity positions, with
no single position representing a substantial
portion of the portfolio’s total market value;
and (4) it consists mainly of issues traded on
organized exchanges or in well-established
over-the-counter markets.

(C) The other category includes debt instru-
ments that are not included in the govern-
ment or qualifying categories.

(2) Covered equity positions. (i) For purposes
of this section 5, covered equity positions
means equity instruments located in the
trading account and instruments located in
the trading account with values that react
primarily to changes in equity prices, in-
cluding voting or non-voting common stock,
certain convertible bonds, and commitments
to buy or sell equity instruments. Also in-
cluded are derivatives (including written and
purchased options) for which the underlying
is a covered equity position.

(A) For covered equity positions that are
derivatives, a bank must risk weight (as de-
scribed in paragraph (c)(2)(iii) of this sec-
tion) the market value of the effective no-
tional amount of the underlying equity in-
strument or equity portfolio. Swaps must be
included as the notional position in the un-
derlying equity instrument or index port-
folio, with a receiving side treated as a long
position and a paying side treated as a short
position; and

(B) For covered equity positions that are
options, whether long or short, a bank must
risk weight (as described in paragraph
(c)(2)(iii) of this section) the market value of
the effective notional amount of the under-
lying equity instrument or index multiplied
by the option’s delta.

(ii) A bank may net long and short covered
equity positions (including derivatives) in
identical equity issues or equity indices in
the same market.16

(iii)(A) A bank must multiply the absolute
value of the current market value of each
net long or short covered equity position by
a risk weighting factor of 8.0 percent, or by
4.0 percent if the equity is held in a portfolio
that is both liquid and well-diversified.17 For
covered equity positions that are index con-
tracts comprising a well-diversified portfolio

of equity instruments, the net long or short
position is multiplied by a risk weighting
factor of 2.0 percent.

(B) For covered equity positions from the
following futures-related arbitrage strate-
gies, a bank may apply a 2.0 percent risk
weighting factor to one side (long or short)
of each position with the opposite side ex-
empt from charge, subject to review by the
Federal Reserve:

(1) Long and short positions in exactly the
same index at different dates or in different
market centers; or

(2) Long and short positions in index con-
tracts at the same date in different but simi-
lar indices.

(C) For futures contracts on broadly-based
indices that are matched by offsetting posi-
tions in a basket of stocks comprising the
index, a bank may apply a 2.0 percent risk
weighting factor to the futures and stock
basket positions (long and short), provided
that such trades are deliberately entered
into and separately controlled, and that the
basket of stocks comprises at least 90 per-
cent of the capitalization of the index.

(iv) The specific risk capital charge compo-
nent for covered equity positions is the sum
of the weighted values.

[Reg. H, 61 FR 47370, Sept. 6, 1996, as amended
at 62 FR 68067, Dec. 30, 1997; 64 FR 19037,
19038, Apr. 19, 1999; 65 FR 75858, Dec. 5, 2000]
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§ 209.1 Authority, purpose, and scope.
(a) Authority. This part is issued pur-

suant to 12 U.S.C. 222, 248, 282, 286–288,
321, 323, 327–328, and 466.

(b) Purpose. The purpose of this part
is to implement the provisions of the
Federal Reserve Act relating to the
issuance and cancellation of Federal
Reserve Bank stock upon becoming or
ceasing to be a member bank, or upon
changes in the capital and surplus of a
member bank, of the Federal Reserve
System.
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1 If such a bank desires to become a mem-
ber bank under the provisions of § 19(h) of the
Federal Reserve Act, it should communicate
with the Federal Reserve Bank with which it
desires to do business.

2 A new national bank organized by the
Federal Deposit Insurance Corporation under
§ 11(n) of the Federal Deposit Insurance Act
(12 U.S.C. 1821(n)) should not apply until in
the process of issuing stock pursuant to
§ 11(n)(15) of that act. Reserve Bank approval
of such an application shall not be effective
until the issuance of a certificate by the
Comptroller of the Currency pursuant to
§ 11(n)(16) of that act.

3 A mutual savings bank not authorized to
purchase Federal Reserve Bank stock may
apply for membership evidenced initially by
a deposit. (See § 208.3(a) of Regulation H, 12
CFR part 208.) The membership of the sav-
ings bank shall be terminated if the laws
under which it is organized are not amended
to authorize such purchase at the first ses-
sion of the legislature after its admission, or
if it fails to purchase such stock within six
months after such an amendment.

(c) Scope. This part applies to mem-
ber banks of the Federal Reserve Sys-
tem, to national banks in process of or-
ganization, and to state banks applying
for membership. National banks and lo-
cally-incorporated banks located in
United States dependencies and posses-
sions are eligible (with the consent of
the Board) but not required to apply
for membership under section 19(h) of
the Federal Reserve Act, 12 U.S.C. 466.1

§ 209.2 Banks desiring to become mem-
ber banks.

(a) Application for stock or deposit.
Each national bank in process of orga-
nization,2 each nonmember state bank
converting into a national bank, and
each nonmember state bank applying
for membership in the Federal Reserve
System under Regulation H, 12 CFR
part 208, shall file with the Federal Re-
serve Bank (Reserve Bank) in whose
district it is located an application for
stock (or deposit in the case of mutual
savings banks not authorized to pur-
chase Reserve Bank stock 3) in the Re-
serve Bank. The bank shall pay for the
stock (or deposit) in accordance with
§ 209.4 of this regulation.

(b) Issuance of stock; acceptance of de-
posit. Upon authorization to commence
business by the Comptroller of the Cur-
rency in the case of a national bank in
organization or upon approval of con-

version by the Comptroller of the Cur-
rency in the case of a state nonmember
bank converting to a national bank, or
when all applicable requirements have
been complied with in the case of a
state bank approved for membership,
the Reserve Bank shall issue the appro-
priate number of shares by crediting
the bank with the appropriate number
of shares on its books. In the case of a
national or state member bank in orga-
nization, such issuance shall be as of
the date the bank opens for business.
In the case of a mutual savings bank
not authorized to purchase Reserve
Bank shares, the Reserve Bank shall
accept the deposit in place of issuing
shares. The bank’s membership shall
become effective on the date of such
issuance or acceptance.

(c) Location of bank. (1) General rule.
For purposes of this part, a national
bank or a state bank is located in the
Federal Reserve District that contains
the location specified in the bank’s
charter or organizing certificate, or, if
no such location is specified, the loca-
tion of its head office, unless otherwise
determined by the Board under para-
graph (c)(2) of this section.

(2) Board determination. If the loca-
tion of a bank as specified in paragraph
(c)(1) of this section, in the judgment of
the Board of Governors of the Federal
Reserve System (Board), is ambiguous,
would impede the ability of the Board
or the Reserve Banks to perform their
functions under the Federal Reserve
Act, or would impede the ability of the
bank to operate efficiently, the Board
will determine the Federal Reserve
District in which the bank is located,
after consultation with the bank and
the relevant Reserve Banks. The rel-
evant Reserve Banks are the Reserve
Bank whose District contains the loca-
tion specified in paragraph (c)(1) of this
section and the Reserve Bank in whose
District the bank is proposed to be lo-
cated. In making this determination,
the Board will consider any applicable
laws, the business needs of the bank,
the location of the bank’s head office,
the locations where the bank performs
its business, and the locations that
would allow the bank, the Board, and
the Reserve Banks to perform their
functions efficiently and effectively.
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